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the credit union; that the credit union 
would prorate the total amount so 
paid, including the brokerage fee, 
among the individual purchasers ac-
cording to the number of shares pur-
chased by them; and that a savings in 
brokerage fee resulting from the 100-lot 
purchases would be passed on by the 
credit union to the individual pur-
chasers of the stock. However, amounts 
of the stock less than 100 shares would 
be purchased by the credit union 
through the brokerage firm for any 
members willing to forego such sav-
ings. 

(c) It appeared further that the Fed-
eral credit union members for whom 
stock was so purchased would reim-
burse the credit union (1) by cash pay-
ment, (2) by the proceeds of withdrawn 
shares of the credit union, (3) by the 
proceeds of an installment loan from 
the credit union collateraled by the 
stock purchased, or by (4) by a com-
bination of two or more of the above 
methods. To assist the collection of 
any such loan, the employer of the 
credit union members would provide 
payroll deductions. Apparently, sales 
by the credit union of any of the stock 
purchased by one of its members would 
occur only in satisfaction of a delin-
quent loan balance. In no case did it 
appear that the credit union would 
make a charge for arranging the execu-
tion of transactions in the stock for its 
members. 

(d) The Board was of the view that, 
from the facts as presented, it did not 
appear that the Federal credit union 
should be regarded as the type of insti-
tution to which part 221 of this sub-
chapter, in its present form, applied. 

(e) With respect to this part, the 
question was whether the activities of 
the Federal credit union under the pro-
posal, or otherwise, might be such as to 
bring it within the meaning of the 
terms ‘‘broker’’ or ‘‘dealer’’ as used in 
the part and the Securities Exchange 
Act of 1934. The Board observed that 
this, of course, was a question of fact 
that necessarily depended upon the cir-
cumstances of the particular case, in-
cluding the manner in which the ar-
rangement in question might be car-
ried out in practice. 

(f) On the basis of the information 
submitted, however, it did not appear 

to the Board that the Federal credit 
union should be regarded as being sub-
ject to this part as a ‘‘broker or dealer 
who transacts a business in securities 
through the medium of’’ a member 
firm solely because of its activities as 
contemplated by the proposal in ques-
tion. The Board stated that the part 
rather clearly would not apply if there 
appeared to be nothing other than 
loans by the credit union to its mem-
bers to finance purchases made directly 
by them of stock of the parent corpora-
tion of the employer of the member-
borrowers. The additional fact that the 
credit union, as agent, would purchase 
such stock for its members (even 
though all such purchases might not be 
financed by credit union loans) was not 
viewed by the Board as sufficient to 
make the regulation applicable where, 
as from the facts presented, it did not 
appear that the credit union in any 
case was to make any charge or receive 
any compensation for assisting in such 
purchases or that the credit union oth-
erwise was engaged in securities activi-
ties. However, the Board stated that 
matters of this kind must be examined 
closely for any variations that might 
suggest the inapplicability of the fore-
going. 

[18 FR 4592, Aug. 5, 1953]

§ 220.111 Arranging for extensions of 
credit to be made by a bank. 

(a) The Board has recently had occa-
sion to express opinions regarding the 
requirements which apply when a per-
son subject to this part (for conven-
ience, called here simply a broker) ar-
ranges for a bank to extend credit. 

(b) The matter is treated generally in 
§ 220.7(a) and is also subject to the gen-
eral rule of law that any person who 
aids or abets a violation of law by an-
other is himself guilty of a violation. It 
may be stated as a general principle 
that any person who arranges for cred-
it to be extended by someone else has a 
responsibility so to conduct his activi-
ties as not to be a participant in a vio-
lation of this part, which applies to 
brokers, or part 221 of this subchapter, 
which applies to banks. 

(c) More specifically, in arranging an 
extension of credit that may be subject 
to part 221 of this subchapter, a broker 
must act in good faith and, therefore, 
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must question the accuracy of any non-
purpose statement (i.e., a statement 
that the loan is not for the purpose of 
purchasing or carrying registered 
stocks) given in connection with the 
loan where the circumstances are such 
that the broker from any source knows 
or has reason to know that the state-
ment is incomplete or otherwise inac-
curate as to the true purpose of the 
credit. The requirement of ‘‘good 
faith’’ is of vital importance. While the 
application of the requirement will 
necessarily vary with the facts of the 
particular case, the broker, like the 
bank for whom the loan is arranged to 
be made, must be alert to the cir-
cumstances surrounding the loan. 
Thus, for example, if a broker or dealer 
is to deliver registered stocks to secure 
the loan or is to receive the proceeds of 
the loan, the broker arranging the loan 
and the bank making it would be put 
on notice that the loan would probably 
be subject to part 221 of this sub-
chapter. In any such circumstances 
they could not in good faith accept or 
rely upon a statement to the contrary 
without obtaining a reliable and satis-
factory explanation of the situation. 
The foregoing, of course, applies the 
principles contained in § 221.101 of this 
subchapter. 

(d) In addition, when a broker is ap-
proached by another broker to arrange 
extensions of credit for customers of 
the approaching broker, the broker ap-
proached has a responsibility not to ar-
range any extension of credit which the 
approaching broker could not himself 
arrange. Accordingly, in such cases the 
statutes and regulations forbid the ap-
proached broker to arrange extensions 
of credit on unregistered securities for 
the purpose of purchasing or carrying 
either registered or unregistered secu-
rities. The approaching broker would 
also be violating the applicable re-
quirements if he initiated or otherwise 
participated in any such forbidden 
transactions. 

(e) The expression of views, set forth 
in this section, to the effect that cer-
tain specific transactions are forbid-
den, of course, should not in any way 
be understood to indicate approval of 
any other transactions which are not 
mentioned. 

[18 FR 5505, Sept. 15, 1953]

§ 220.112 [Reserved]

§ 220.113 Necessity for prompt pay-
ment and delivery in special cash 
accounts. 

(a) The Board of Governors recently 
received an inquiry concerning whether 
purchases of securities by certain mu-
nicipal employees’ retirement or pen-
sion systems on the basis of arrange-
ments for delayed delivery and pay-
ment, might properly be effected by a 
creditor subject to this part in a spe-
cial cash account under § 220.4(c). 

(b) It appears that in a typical case 
the supervisors of the retirement sys-
tem meet only once or twice each 
month, at which times decisions are 
made to purchase any securities wished 
to be acquired for the system. Al-
though the securities are available for 
prompt delivery by the broker-dealer 
firm selected to effect the system’s 
purchase, it is arranged in advance 
with the firm that the system will not 
accept delivery and pay for the securi-
ties before some date more than seven 
business days after the date on which 
the securities are purchased. Appar-
ently, such an arrangement is occa-
sioned by the monthly or semimonthly 
meetings of the system’s supervisors. 
It was indicated that a retirement sys-
tem of this kind may be supervised by 
officials who administer it as an inci-
dental part of their regular duties, and 
that meetings requiring joint action by 
two or more supervisors may be nec-
essary under the system’s rules and 
procedures to authorize issuance of 
checks in payment for the securities 
purchased. It was indicated also that 
the purchases do not involve exempted 
securities, securities of the kind cov-
ered by § 220.4(c)(3), or any shipment of 
securities as described in § 220.4(c). 

(c) This part provides that a creditor 
subject thereto may not effect for a 
customer a purchase in a special cash 
account under § 220.4(c) unless the use 
of the account meets the limitations of 
§ 220.4(a) and the purchase constitutes a 
‘‘bona fide cash transaction’’ which 
complies with the eligibility require-
ments of § 220.4(c)(1)(i). One such re-
quirement is that the purchase be 
made ‘‘in reliance upon an agreement 
accepted by the creditor (broker-deal-
er) in good faith’’ that the customer 
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